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SUBJECT: POSSIBLE DEVALUATION OF ISRAELI POUND 

1. THERE IS GENERAL EXPECTATION THAT GOI WILL ANNOUNCE 
DEVALUATION OF ISRAELI POUND WITHIN NEXT FEW WEEKS OR AT 
LEAST BEFORE END OF YEAR. OBSERVERS ANTICIPATE NEW EXCHANGE 
RATE TO BE SET AT ABOUT SIX ISRAELI POUNDS TO U.S. DOLLAR, 
COMPARED TO PRESENT RATE OF IL 4.20 EQUALS $1.00. DEVALAATION 
HAS BEEN RUMORED OFF AND ON OVER PAST YEAR OR TWO AS POUND 
BECAME INCREASINGLY OVERVALUED. END-OF-WEEK RUMORS OF 
DEVALUATION WERE FREQUENT DURING SUMMER, AND REACHED NEW 
EIGHTS LAST FRIDAY. AS RESULT. BLACK MARKET RATE FOR DOLLAR 
ROSE TO IL 5.20. 

2. WE SHARE VIEW THAT DEVALUATION IS LIKELY BEFORE END OF YEAR. 
TOURISM AND FOREIGN INVESTMENT IN ISRAEL BADLY NEED A MORE 
REALISTIC EXCHANGE RATE. DEVALUATION WOULD ALSO PUT AN END 

AT LEAST FOR A TIME, TO EXPECTATION OF DEVALUATION WHICH ITSELF 
IS A MAJOR CAUSE TO EXCESS DEMAND PRESSURES AND PROBABLY IS 
CAUSING POSTPONEMENT OF INVESTMENT IN ISRAEL. ON OTHER HAND, 
MINISTRY OF FINANCE HAS STEADFASTLY RESISTED DEVALUATION 
ARGUING THAT IT WOULD CONTRIBUTE TO ALREADY HIGH INFLATION 
RATE AND THAT THERE WOULD BE LITTLE TO GAIN IN FORM OF 
EXPANDED EXPORTS IN LIGHT OF ISRAEL S LIMITED CAPACITY TO 
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EXPANDEXPORTS. IT IS ALSO POINTED OUT THAT EXISTING EFFECTIVE 
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EXCHANGE RATES FOR EXPORTS AND IMPORTS, I.E., MAXIMUM IL 6.04/S1.00 
EXISTS TO AN IMPORTANT DEGREE. WE NEVERTHELESS BELIEVE THAT 
WORSENING BALANCE OF PAYMENTS AND RESERVE POSITIONS ARE LIKELY 
TOTIP SCALES IN FAVOR OF DEVALUATION. 

3. FURTHER CONSTRAINTS ON GOI DECISION ARE NATIONAL WAGE 
NEGOTIATIONS EXPECTED TO BEGIN IN IANUARY AND SCHEDULED IMPLE- 
MENTATION VALUE- ADDED-TAX(VAT) APRIL 1975. ALTHOUGH VAT RATE 
STILL UNDETERMINED, ITS INITIAL IMPACT ON CPI WILL BE SUBSTANTIAL. 

FOR EXAMPLE, VAT OF TEN PERCENT WOULD TRIGGER ESTIMATED SIX 
PERCENT INCREASE CPI. THEREFORE, GOI WILL WANT TO SPACE OUT 
INFLATIONARY IMPACT BETWEEN DEVALUATION AND INAUGURATION OF VAT. 
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